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Introduction

q.
Please state your name, title, and business address.

A.
Barbara A. Meisenheimer, Chief Economist, Office of the Public Counsel, P. O. Box 2230, Jefferson City, Missouri 65102.  I am also employed as an adjunct Economics Instructor for William Woods University.

q.
Please summarize your educational and employment background.

A.
I hold a Bachelor of Science degree in Mathematics from the University of Missouri-Columbia (UMC) and have completed the comprehensive exams for a Ph.D. in Economics from the same institution.  My two fields of study are Quantitative Economics and Industrial Organization.  My outside field of study is Statistics.  I have taught Economics courses for the following institutions:  University of Missouri-Columbia, William Woods University, and Lincoln University.  I have taught courses at both the undergraduate and graduate levels.

q.
Please state your experience RELEVANT to rate rebalancing and cost investigations?

A.
Since January 1996, I have prepared and reviewed cost studies and testified on behalf of the Office of the Public Counsel in cost investigations for local, long distance, access and other telecommunications services.  At the federal level, as a staff member of the Federal/State Universal Service Joint Board and as a member of the National Association Of State Consumer Advocates NASUCA, I have reviewed and prepared comments related to costing definitions, costing methods and rebalancing issues.    

Q.
What are Public Counsel’s primary concerns regarding the past actions taken in reviewing Sprint’s request to rebalance local and access rates as conditionally allowed under Section 392.245.8 and Section 392.245.9?

A.
The first area of substantial concern is the lack of a meaningful process to investigate whether the statutory conditions have been met to allow Sprint to impose the second and potentially future rebalancing of access and local rates.  The result, if allowed, would initially increase basic local rates by $1.50 and reduce access rates by an offsetting amount.  


The second area of concern relates to inadequate scrutiny of the cost estimates. 


 Finally, the third area of concern is the apparent discrepancies that exist between the costing methodology and definitions accepted by Staff in developing its recommendation compared to the methodologies and definitions presented in testimony filed on behalf of Staff in previous access costing proceedings. 

Q
Please provide an illustrative timeline and summary of the status of the record in this case regarding any cost justification for the rebalancing that the tariffs at issue implement.

October 26, 2001

Sprint filed tariff sheets together with a cover letter containing no cost justification supporting the rebalancing. 


About November 30, 2001
Staff provided a recommendation for approval of the tariffs to the Commission.  The recommendation provided no specific mention of the statutory requirement that the proposed rebalancing must be cost justified.  Further, it contained no analysis and no explanation of how the Staff had evaluated compliance with the cost criteria.  Mr. Solt’s calculations related to rebalancing are simply a mechanical verification of rate adjustments that do not analyze or verify the cost model process or the results contained in the Sprint cost studies.   


December 3, 2001

Public Counsel filed a motion to suspend the tariffs.


December 4, 2001
The Commission ordered the Staff to file any analysis, recommendation or memorandum relating to tariff, including any associated work papers that demonstrate the compliance with Section 392.245.9, RSMo 2000 by 1:00 p.m. on December 5, 2001.  The Commission also ordered Sprint to file any cost study or studies that demonstrate compliance of its proposed tariff sheets by 1:00 p.m. December 5, 2001.


December 5, 2001
The Staff and Sprint filed a total of over 450 pages of documents purported to demonstrate compliance.  The Staff filing provided no evaluation of the appropriateness of the costing methodology or underlying assumptions.  It contained no workpapers independently produced by the Staff related to the costing methodology or verifying the accuracy of the cost study results.  The Staff’s filing contained no memorandum prepared by Staff other than the Staff’s previous recommendation that did not address how compliance was evaluated.   In fact, the only documentation included in the Staff’s filing that even discusses the costing rational or method are the roughly 80 pages of slide-show handouts and 32 pages of cost summary sheets prepared by Sprint and provided to Staff.  The Sprint filing contained over 265 pages illustrating the cost studies. 


December 6, 2001

The Commission denied Public Counsel’s motion to suspend the tariff.   

Q.
Please discuss your concerns regarding the process of review.

A.
My first concern is that it appears that both Sprint, the company proposing the tariffs, nor the Staff of the Commission which apparently had received at least a summary of the Sprint cost studies, failed to provide any rationale or cost justification purporting to support the rebalancing increase to the Commission until December 5, 2001, when the PSC ordered that such information be provided to the PSC and filed as of record.  After only a single day of review of approximately 450 pages of costing documents, handouts and calculations, the Commission rejected Public Counsel’s Motion To Suspend and approved the tariffs.  


Although some may consider the process of determining costs as simply an arithmetic operation involving addition, subtraction, multiplication, or division, this perception is incorrect and ignores the reality that cost studies produce estimates based upon assumptions.  If two parties disagree regarding the essential assumptions, such as what is an appropriate cost of capital, or how quickly the physical plant will exhaust its useful life, then, based on these differing assumptions, they may calculate substantially different estimates of cost. This of course has significant impact on the "final number" for the cost of a service.


I am also concerned about the process of investigating Sprint’s LRIC of access and basic local service because there was no proceeding in which there could have been a meaningful opportunity to investigate the information provided, especially when all the information submitted to the Commission on the entire underlying cost studies were the Sprint prepared materials that were littered with propaganda regarding the rational, methodology and process that should be used by the Commission in determining compliance.    (See PSC R 649-651). 


Sprint and Public Counsel strongly disagree on what facilities and, in turn, what costs are incremental to providing access and to providing basic local service.  Without conducting a proceeding that allows sufficient scrutiny of the methodology employed and the relevant and proper cost components, I believe that any findings by the Commission from this record will continue to suffer from the same weakness of relying on biased information that does not address the relevant issues.

  Q. 
Please discuss your concern regarding the lack of reasonable scrutiny apparently given by the staff to the cost study methodologies and results relied in preparing its recommendation that led to the Commission rejecting Public Counsel’s Motion to Suspend and approval of the tariffs. 

A.
Based on my previous experience, I have found that the cost studies utilized by large local exchange companies to be quite complex, relying on data from underlying operating systems into multiple modules that prepare various cost reports.  In the past, I have participated with the Commission’s Arbitration Advisory Staff in on-site visits to SBC's and GTE’s offices to review costing methodologies and studies.  These reviews took weeks to complete and involved a far greater scrutiny into the study details than it appears occurred in this case based on the Staff’s filing made on December 5, 2001.  


In the GTE/ATT Arbitration (Case No. TO-97-63), the Commission's Advisory Staff prepared an extensive report describing the cost study modules, the flow and assumptions of the models and comments, and proposed adjustments to better reflect cost.  One engineering cost module SCIS which was used in determining UNE cost for purposes of arbitration is also used by Sprint in developing its switching cost in this case.  In Case No. TO-97-63, the Commission’s Advisory Staff expressed concern regarding the revised level of switching discounts GTE advocated, the cost of money, and the depreciation rates; these factors all affected final cost.  In that case, the Commission was charged with determining the prices one carrier should charge its wholesale customers for the use of unbundled network elements.  


I believe that a similar degree of scrutiny would be appropriate in this case where the Commission is determining the prices a carrier will charge its retail basic local service customers. This seems a fair and reasonable method to protect the interest of the consumers as envisioned by the statute.

Q.
What facilities make up the loop?

A.
Loop facilities include wire and fiber cable that runs from the main distribution frame in the central office to the customer premises, multiplexing equipment used to aggregate or disseminate traffic directed for or coming from higher capacity cables, the poles and conduit used to string and house cable, neighborhood feeder distribution interfaces used to minimize the line capacity necessary on feeder cables, and the terminal equipment and drop cable that provides a “street to premises” connection.

Q.
How is the loop used?

A.
The loop is a necessary facility (input) for telecommunications companies in the landline provision of local exchange, carrier access, and toll services.

Q.
Since the loop would be needed to provide carrier access, toll or local exchange services, should the cost of the loop be considered an incremental cost?

A.
No, loop costs are shared cost and not incremental to any one of services provided over them.

Q.
Please discuss the apparent discrepancies that exist between the costing methodology and definitions accepted by Staff in developing its recommendation to approve Sprint’s rebalancing filing as compared to Staff's positions in other cases before the Commission.

A.
Staff’s recommendation in support of rebalancing does not dispute Sprint's assumption that the loop cost should be treated differently in determining the long run incremental cost of local service and the long run incremental cost of access service.  This is contrary to the testimony of the Staff’s consultant Dr. Ben Johnson, who was retained by Staff in Case Number TR-2001-65 to perform studies to determine, among other matters, the total service long run incremental cost of access.  In July 2002, Dr. Johnson filed testimony in that case on behalf of the Staff discussing costing definitions, methodologies and in particular to calculate among other companies, Sprint’s total service long run incremental cost.  Dr. Johnson’s direct testimony on page 8 provides and adopts a definition of total service long run incremental cost (TSLRIC) that would not include the cost of the loop when calculating either the TSLRIC of access service or the TSLRIC of basic local service.
   Instead, as he describes, since the loop is used to provide many services, it is not incremental to any one of them.  


The Staff also seems willing to recommend rebalancing based on Sprint’s cost estimate despite that Sprint’s estimated costs are well more than double the pure TSLRIC cost determined by the Staff’s access cost consultant Dr. Johnson in Case No. TR-2001-65.
  Building on Dr. Johnson’s study in TO-2001-65, Mr. William Dunkel, a recognized telecommunications consultant and expert witness retained by Public Counsel in that case, submitted Schedule WDA-3 analyzing SWBT local basic service that demonstrated that when SWBT's loop cost are properly treated, basic local service rates may be significantly higher than long run incremental cost.  I would expect a similar result for Sprint.    


With respect to the cost of basic local service, the Staff’s recommendation for approval of tariffs that would rebalance local and access rates is also inconsistent with Dr. Johnson’s testimony in TR-2001-65.  Sprint’s costing methodology identifies loop cost as an incremental cost of local service. This is the same tactic that Sprint witness Brian Staihr attempted in TR-2001-65.  In response, Dr. Johnson, testifying on behalf of the Commission Staff, said that the loop cost was not incremental to basic local service and, to included it would substantially increase the cost of that service. 

Q.
In Summary, do you believe the PSC conducted a meaningful investigation into the cost of local basic service and the cost of switched access services as compared to the prices for those services.

A.
No, not in my opinion.  I believe a meaningful investigation would involve determining the facts through independent critical examination.  Based on the information currently contained in the record, this did not occur for 2001.  As a result, the limited review that did occur cannot reasonably be considered an investigation into the cost justification for rebalancing.  The information presented by Sprint and the Staff's recommendation should not reasonably be relied upon by the Commission to determine the long run incremental cost of access or basic local service.  

Q.
What statutory requirements should the Commission apply in conducting a proper investigation of the long run incremental cost of access and basic local service.

A.
The Commission should focus on the issue of whether sufficient qualified and reliable evidence of cost justification has been demonstrated as required by Section 392.245.9 and, if so, the level of cost justified rebalancing it determines appropriate. 

The costing methodology must comply with the definition of long run incremental cost for BOTH basic local and access.


Section 386.020, RSMo  provides the definition the Commission must apply:



 (32) "Long-run incremental cost", the change in total costs of the company of producing an increment of output in the long run when the company uses least cost technology, and excluding any costs that, in the long run, are not brought into existence as a direct result of the increment of output. The relevant increment of output shall be the level of output necessary to satisfy total current demand levels for the service in question, or, for new services, demand levels that can be demonstrably anticipated; 

Q.
CONSIDERING that definition and the nature and use of the public switched network, does Sprint properly apply this incremental cost definition?

A.
No.
Sprint’s study relies on an inappropriate assumption that leads to erroneous results.   Sprint errs in  treating the loop and Network Interface Device (NID) as incremental to basic local service and, then,  assigns 100% of the intrastate jurisdictional cost to basic local service. For many local companies, the loop represents the lion's share of the company's cost so assigning the loop costs to basic local significantly distorts the ultimate findings of the cost of the services and its comparison to their price

As I have testified many times and as has been repeatedly pointed out by telecommunications experts such as Ben Johnson and William Dunkel, if basic local were not provided, the loop would still be necessary to provide access service and toll service just as the loop would be needed to provide local if toll and access were not offered.  Therefore, the loop and the NID are no more incremental to local than they are incremental to toll.  The result of Sprint's improper costing method for basic local service does not produce incremental cost.  This fundamental flaw in its cost studies should be grounds for the Commission to reject Sprint's studies.

q.
IF THE COMMISSION DECIDES TO MOVE FORWARD WITH a more in depth evaluation of the cost studies that Sprint has submitted, can you point out to the Commission significant input factors that need evaluation and investigation?

A.
Yes.  There are a number of user-selected inputs that may have a substantial impact on the final cost. These would include depreciation, cost of capital, and others.  These types of inputs were reviewed by the Commission’s Advisory Staff in Case No. TO-97-63.  I would recommend a similar process in any future Commission investigation into the LRIC of providing basic local service and access service.

 Q
Has Dr. Johnson or Mr. Dunkel made any comments critical of Sprint's approach to its cost studies, especially for local basic SERVICE?

A.
Yes.  In TR-2001-65, both experts responded to Sprint witness Brian Staihr's comments concerning Sprint's approach to developing the incremental cost of basic local service and switched access.

Q.
Based upon your review of the Sprint costing information and your background and experience with telecommunication costing matters, your education and training and the record of the information filed in this case to date, is it your opinion that the data submitted properly and accurately reflects the incremental cost of local basic service and switched access?

A. 
For the reasons discussed in my testimony, no it does not.

Q
If the information does not reflect the incremental cost of these services, can the PSC reasonably make a determination concerning the incremental costs of these services with the information before it?

A.
No.  The Commission would have to conduct an investigation to obtain the necessary costing information using appropriate costing methods.

Q
With the information now in the Commission's record, can the Commission reasonably make findings that there is a cost justification for rebalancing as required by the price cap statute?

A.
No. Without a proper and accurate cost study of each service and the proper comparison of the incremental costs to the price of the service, there can be no reasonable factual basis for finding there is a cost justification for rebalancing.

Q
does this conclude your testimony?

A 
Yes, it does.

� See also Schedule 8, page 12 of Dr. Johnson’s testimony in Case TR-2001-65.


� See Sprint’s December 4, 2001, response to Public Counsel’s Motion to Suspend and 2x the TSLRIC value plus tandem switching rate presented in Schedule 1, page 10 of Dr. Johnson’s direct testimony in Case No. TR-2001-65.   
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